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Key Message: We are downgrading PNW two notches to SELL from BUY. This negative
revision in our thesis represents a forward fundamental deterioration call, a negative
earnings revision call incremental equity/balance sheet worsening call a call that reflects
the state of AZ being the most value destructive state in the country including within
our +40 utilities under coverage, and lastly, this ratings change is also a valuation call
as the utilities earnings power for 22/23 all else equal points to a utility that has
moved from a discounted name to one that is now overvalued. The Arizona Corporation
Commission has now confirmed that they are the single most value destructive regulatory
environment in the country as far as Investor Owned Utilities are concerned. In our
view rather than positioning itself as a steward of good public policy and a guardian of
ratepayers interests, as is often the case in other states, the ACC does not appear to take
a cooperative approach to the companies it regulates and worse seems to misconstrue
the fundamentals of utility ratemaking. We are particularly concerned about the severe
and immediate risk posed to the company's earnings, cash flows and balance sheet
which appears likely to lead to credit rating downgrades and higher near-term equity
financing needs. Given the current makeup of the commission we therefore see little
hope for any sort of outside intervention and believe the status quo is likely to persist.
Based on our current 2022 EPS estimate of $5.23 we apply a 40% discount vs a peer
average multiple to arrive at our new PT of $58 (vs $97 previously). Theoretically based
on the implied impacts of adopting the amended ROO as it currently stands 2022 EPS
might end up closer to $3.50, which would mean the stock is currently being valued at
21 .2x on yesterdays close and therefore expensive in our view.
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Market Data
$69.89 - $91 .88

$3.52
4.7%

$8366
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Overall Thoughts? We are downgrading PNW two notches to SELL from BUY not due to
any actions by management or perceived issues with the company itself (CEO Jeff Guldner
presented very strong arguments during the hearings as did Staff who remained in support
of PNW as we think about key facets of the rate setting items), but instead based on our
view that the Arizona Corporation Commission is now confirmed to be the single most
value destructive regulatory environment in the country as far as Investor Owned
Utilities are concerned. Rather than positioning itself as a steward of good public policy
and a guardian of ratepayers' interests, as is often the case in other states the ACC does
not appear to take a cooperative approach to the companies it regulates, and worse,
seems to misconstrue the fundamentals of utility ratemaking as we saw over the 3
days of monitoring the public GRC hearings. Of particular concern is the disconnect in
commissioners minds between penalizing APSs earnings and cash flows, and the resulting
direct impact of higher ratepayer bills due to lenders charging the utility more to borrow
the same amount of money because of the higher perceived level of risk vs investing
in utilities not regulated by the commissioners of the ACC. We highlight the irony of a
commission which aspires to protect ratepayers ultimately harming them due to a
misunderstanding of ratemaking matters. Investors should recall that unlike in the 37
states where commissioners are appointed, often directly because of their knowledge and
experience related utility operations and regulation Arizona has elected commissioners.
Importantly, commissioners of the ACC function in an Executive capacity, adopt rules and
regulations in a Legislative capacity and also act in a Judicial capacity sitting as a tribunal
and making decisions on contested matters All of this is done without direct oversight
by either the governor or the legislature due to the ACC's roleas defined in thestate's
constitution. Given the current makeup of the commission and the data points that unfolded
on the 3'° day of hearing which concluded last night, we therefore see little hope for any
sort of outside intervention and believe the status quo is likely to persist. Our PT moves to
$58 from $97.
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What happened? Over the past three days the Arizona Corporation Commission has
held a series of Special Open Meetings to hear comments from the public and interveners,
to question management directly and to vote on many proposed amendments to the
ALJs ROO for the rate case. The commission has voted to adopt amendments which
would cause an already overly punitive ROO to become draconian, in our view.
Specifically, lowering APS' proposed authorized ROE to 8.7% (a further $34.5m
reduction in base rates vs the ROO's proposed $111.4m reduction at a 9.16% ROE),
and once again pushing out making a decision on the SCRs in favor of continuing
to investigate and deliberate whether to allow some or all of the SCRs into rates.
Althoucih a final vote has not yet taken place and so the potential remains for these terms
to chance after watching three solid days of commission meetinds (which concluded late
last nicht) and hearing the commissioners respective thoudht process and reasoning in
decidind to vote how they each have so far. we are skeptical of the likelihood of the
amended ROO beind materially revised in favor of the utility at this point.

Why downgrade now? We had held out hope that reason would prevail at the Arizona
Corporation Commission namely that commissioners who pride themselves on
protecting the best interests of ratepayers would come to understand how their actions
will drive up ratepayer bills while simultaneously limiting the amount of progress the state
is able to make in its clean energy transition plans. We have been disappointed to see
that the ACC does not seem to understand that weakening Arizona Public Service's
financial metrics, regardless of the rationale for doing so, is bound to ultimately
drive up ratepayer bills despite offering no corresponding improvement in service
to show for the higher costs.

What's next? The Hearing Division and Arizona Public Service will separately file their
projections of the revised revenue requirement should the ROO be adopted along with
the proposed amendments which were each passed after obtaining at least a 3 to 2
majority vote in favor by the sitting commissioners. We expect to see these separate
filings in the next week or Mo (and will be available HERE once posted), ahead of
the ACC's next scheduled Open Meeting taking place on Oct 26'!'-.27*h (live
webcast will be HERE). It is our hope that ahead of that meeting, the ratings agencies
will be able to review the credit impacts to APS of the revised revenue requirement as
currently proposed and perhaps provide the commission with some context on how much
APS' borrowing costs could increase by and therefore how much ratepayers' bills
would then increase by for years to come, by the ACC's own hand.
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Earnings power/Pro forma valuation: With the SCRs punted to a later proceeding
which continues a key overhang on the shares, $73m of APS' original $169m revenue
requirement increase has been effectively removed. This was already factored in to the
ROO's $3.6m revenue requirement increase and $111 .4m base rate decrease as
originally proposed. However the 8.7% RUCO ROE from Olson amendment #1 and
which was adopted 4-t0-1, represents an incremental $34.5m decrease to base rates on
top of the ROOs $111.4m base rate decrease as proposed. We estimate that this could
further reduce EPS by -$0.18/sh. without even factoring how the SCR recovery will pan
out.
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We maintain our current 2022/2023 estimates of $5.23/$5.49 as we await the company
and ALJs filings detailing the financial impacts and change in revenue requirement from
all of the adopted amendments to the ROO. To give investors a sense of magnitude
and directionality however, our high level math, which is not intended as an official
forecast and will change as more details come out, would theoretically imply closer
to $3.50 in 2022 and holding all else equal (i.e., ignoring future rate cases, eapex
changes, etc.), $3.76 in 2023, implying that the stock is trading at 2022/2023
multiples of 21.2x/19.7x, a ~6% premium vs mid/large cap peers on 2023.
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Q.So where could shares settle? A material discount to the group is warranted, as PNWs

APS utility was already going to have to face the same commission in ~6-7 months from
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now for another rate case and may now have to file an emergency rate request shortly
after the final vote in the current case as a result of the commissioners amendments to
the ROO. The unfortunate backdrop is that Arizona is distinguishing itself as a state where
investors not only need to accept among the lowest returns in the country but must also
be concerned about recovery of their capital given the commission's aggressive approach
to prudency and disallowances. Simply put we ask the question: why should anyone
choose to invest their money in maintaining and developing Phoenixs electric grid when
nearly every other investor-owned utility in the country offers better returns and less risk
of outright loss from afterthe-fact disallowances?

Valuation: We arrive at our PT of $58 for PNW using a heavily discounted 2022 regulated
group average P/E multiple of ~11x given recent value destructive events we discussed
above, to our current 2022 EPS estimate of $5.23. We acknowledge that our estimates
and those of others on the Street may change significantly when the company
releases its revised revenue requirement to reflect all of the amendments to the
ROO in the coming days, but above we do provide investors with a line of sight on
directionality and magnitude of the potential earnings impact to the company based on
last nights commissionvotes all else equal.

VALUATION & RISKS

PNW - SELL - $58.00

VALUA T/ON

We arrive at our of $58 for base regulatedPT PNW using our 2022 group average
P/E multiple of 18.5x and apply a ~7.5x discount resulting in a consolidated multiple
of 11x P/E, applied to our 2022 EPS estimate of $5.23. Our ~7.5x discount reflects:
(1) an implied ~5.5x discount for a steep potential deterioration in earnings (~5.5x
discount representing a potential drop in earnings power to ~$3.50 per share)
resulting from the amended ROO as proposed (pending regulatory outcome) and (2)
the broader deterioration of the regulatory construct in AZ representing a 2.0x
discount to the peer regulated group (in our view, now the least attractive jurisdiction
from an investment standpoint).
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We note: PNW should see both decreasing EPS estimates as well as a potentially
steepening discount of its multiples relative to peer utilities as the company confirms
the impact which the amended ROO as proposed would have on its revenue
requirement, earnings and cash flows if it is adopted. We anticipate a further
deterioration of EPS estimates and a steeper discount versus peers should the
amended ROO actually be adopted in its present form after the commission is made
aware of the harm doing so would cause not only to shareholders but to ratepayers
through higher borrowing costs for years to come. It is also important to note that the
worse the result the more likely the company is to need to file another rate case in
the months ahead which would once again stress the regulatory construct and
present further revenue/earnings uncertainty. FP
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Upside risks primarily expected
Arizona Corporation Commission in the rate case and/or a change in the makeup of
the ACC Commissioners whereby a majority of the states utility regulators are
comprised of probusiness commissioners with a more thorough knowledge of
fundamental utility ratemaking.
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ANALYST CERTIFICATION

By issuing this research report each Guggenheim Securities LLC (Guggenheim Securities") research analyst whose name appears in this report
hereby certifies that (i) all of the views expressed in this report accurately reflect the research analysts personal views about any and all of the subject
securities or issuers discussed herein and (ii) no part of the research analysts compensation was is or will be directly or indirectly related to the specific
recommendations or views expressed by the research analyst.

IMPORTANT DISCLOSURES

The research analyst(s) whose name(s) appear(s) in this report have received compensation based upon various factors including quality of research
investor client feedback and Guggenheim Securities, LLCs overall revenue which includes investment banking revenue.

Guggenheim Securities LLC or its affiliates expect(s) to receive or intend(s) to seek compensation for investment banking services from Pinnacle West
Capital Corporation in the next 3 months.

Guggenheim Securities, LLC makes a market in the securities of Pinnacle West Capital Corporation.

Please refer to this website for companyspecific disclosures referenced in this report: https://quqoenheimsecurities.bluematrix.com/sellside/
Disclosures.action. Disclosure information is also available from Compliance 330 Madison Avenue New York NY 10017.

Rating and Price Target History for: Pinnacle West Capital Corporation (PNW) as of 10-06-2021
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RATINGS EXPLANATION AND GUIDELINES

NEUTRAL (N) -

BUY (B) - Describes stocks that we expect to provide a total return (price appreciation plus yield) of 10% or more within a 12-month period.

Describes stocks that we expect to provide a total return (price appreciation plus yield) of between plus 10% and minus 10% within a
12month period.

SELL (S) - Describes stocks that we expect to provide a total negative return (price appreciation plus yield) of 10% or more within a 12month period.

NR The investment rating and price target have been temporarily suspended. Such suspensions are in compliance with applicable regulations and/or
Guggenheim Securities LLC policies.
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cs Coverage Suspended. Guggenheim Securities LLC has suspended coverage of this company.

NC - Not covered. Guggenheim Securities LLC does not cover this company.

Monitor - Describes stocks whose company fundamentals and financials are being monitored and for which no financial projections or opinions on the
investment merits of the company are provided.
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Under Review (UR) - Following the release of significant news from this company the rating has been temporarily placed under review until sufficient
information has been obtained and assessed by the analyst.
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Guggenheim Securities LLC methodology for assigning ratings may include the following: market capitalization maturity growth/value volatility and
expected total return over the next 12 months. The price targets are based on several methodologies which may include but are not restricted to analyses
of market risk growth rate revenue stream discounted cash flow (DCF) EBITDA EPS cash flow (CF) free cash flow (FCF) EV/EBITDA P/E PE/growth
P/CF P/FCF. premium (discount)/average group EV/EBITDA, premium (discount)/average group P/E sum of the parts net asset value dividend returns
and return on equity (ROE) over the next 12 months.
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Price targets are assigned for Buy- and Sell-rated stocks. Price targets for Neutralrated stocks are provided at the discretion of the analyst.

Equity Valuation and Risks: For valuation methodology and risks associated with covered companies or price targets for covered companies please
see the most recent company-specific research report at h3Qs:// u genhenlibra .bluematrix.comL<8ient/librarygsp contact the primary analyst or your
Guggenheim Securities LLC representative or email GSResearchDisclosures@guggenheimpartners.com.

RATINGS DISTRIBUTIONS FOR GUGGENHEIM SECURITIES:

IB Serv./ Past 12Mos.

Count PercentCount PercentRating Category

73

7

2

27.65%

6.03%

33.33%

68.39%

30.05%

1.55%

264

116

6

BUY

NEUTRAL

SELL

OTHER DISCLOSURES

This research is for our clients and prospective clients only. Other than disclosures relating to Guggenheim Securities and its affiliates, this research is
based on current public information that we consider reliable but we do not represent it is accurate or complete and it should not be relied on as such.
We seek to update our research as appropriate but various regulations may prevent us from doing so. Other than certain industry reports published on a
periodic basis the large majority of reports are published at irregular intervals as appropriate in the research analyst's judgement. Guggenheim Securities
conducts a full-service integrated investment banking and brokerage business, and one or more of its affiliates conducts an investment management
business. Guggenheim Securities is a member of SIPC (http[/www.sipc.org). Our salespeople traders and other professionals may provide oral or written
market commentary or trading strategies to our clients and our employees trading for our own account that reflect opinions that are contrary to the opinions
expressed in this research. Guggenheim Securities or certain of its affiliates conducts an investment management business trades for its own account, and
conducts an investment business and may make investment decisions that are inconsistent with the recommendations or views expressed in this research.

We and our affiliates officers, directors and employees excluding equity and credit analysts will from time to time have long or short positions in act as
principal in and buy or sell the securities or derivatives if any referred to in this research. We and our affiliates also may sell to or buy from customers
on a principal basis the securities described herein. We and our affiliates also do business with or that relates to companies covered in Guggenheim
Securities research and may have a position in the debt of the company or companies discussed herein.

This research is not an offer to sell or the solicitation of an offer to buy any security. lt does not constitute a personal recommendation or take into account
the particular investment objectives financial situations or needs of individual clients. Clients should consider whether any advice or recommendation
in this research is suitable for their particular circumstances and if appropriate seek professional advice including tax advice. The price and value of
investments referred to in this research and the income from them may fluctuate. Past performance is not a guide to future performance, future returns
are not guaranteed. and a loss of original capital may occur. Fluctuations in exchange rates could have adverse effects on the value or price of or income
derived from. certain investments.
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This communication does not constitute an offer of Shares to the public in the United Kingdom. No prospectus has been or will be approved in the United
Kingdom in respect of the Securities. Consequently this communication is directed only at (i) persons who are outside the United Kingdom or (ii) persons
who have professional experience in matters relating to investments falling within Article 19(5) of the Financial Services and Markets Act 2000 (Financial
Promotion) Order 2005 (the Order") (iii) high net worth entities falling within Article 49(2) of the Order (iv) and other persons to whom it may lawfully
be communicated (all such persons together being referred to as "relevant persons). Any investment activity to which this communication relates will
only be available to and will only be engaged with relevant persons. Any person who is not a relevant person should not act or rely on this document
or any of its contents.

Copyright © 2021 by Guggenheim Securities LLC (Guggenheim") a FlNRA registered broker-dealer. All rights reserved. The content of this report is
based upon information obtained from sources that Guggenheim generally considers reliable but Guggenheim makes no representations or warranties with
respect to its accuracy, completeness timeliness suitability or otherwise and assumes no responsibility to update it for subsequent events or knowledge.
Guggenheim is not responsible for your use of this information.
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